
                                                                                                                               

                                                                                                                   TW2  

UNIVERSITY OF BOLTON 
 

GREATER MANCHESTER BUSINESS SCHOOL 
 

BA (HONS) ACCOUNTANCY 
 

SEMESTER TWO EXAMINATIONS 2022/2023 
 

FINANCIAL MANAGEMENT 
 

MODULE NO: ACC6003 
 

 
Date:  Tuesday 9 May 2023                         Time: 10.00 – 1.00  

       

       

 

 

INSTRUCTIONS TO CANDIDATES:                 
There are FOUR questions on this paper. 

 
 You MUST answer ALL questions. 
 

        Silent non-programmable calculators may  
            be used. 
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Question 1 

Quebec is an international manufacturing company based in the United Kingdom and has 
subsidiaries throughout eastern Asia. 

Quebec has recently purchased some good on credit from a company in Asia and is required 
to make a payment in dollars of $850,000 in 6 months’ time. The management accountant has 
decided to enter into a money market hedge to mitigate the transaction risk. 

The current spot rate is $1,154 - $1.157 = £1 

Money Market rates per year 

 Borrowing Lending 
USA 4% 3% 
UK 5% 4% 

 

The Management Accountant as also provided the following information: - 

An item cost $4,000 in the United States. The spot exchange rate is $1,24 = £1. Inflation in the 
United States is expected to 5% and 3% in the United Kingdom. 

Required: 

a) Calculate the amount of GBP £ required using the Money Market Hedge. 
(10  Marks) 
 

b) Using the law of one price and Purchasing Power Parity Theory, calculate the £ 
value of the item today. 

(5 Marks) 

c) Calculate the exchange rate in one years’ time. 
(5 Marks) 
 

d) Critically discuss the limitations of the Purchasing Power Parity Theory 
(5 Marks) 
 
 
(25 Marks) 
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Question 2 

Georgian Limited is planning to invest some of excess cash it generates. The management 
accountant has reported that each month Georgian generates £30,000 excess cash. 

The company intends to transfer these funds into short term investment which would earn 2% 
per annum. Each time the company transfers into the account it incurs a transaction fee of 
£30. 

Georgian Limited has sales of £40m for the previous year. Receivables days are 50 days and 
are financed using an overdraft costing 5% per year. 

The company also uses the Miller-Orr Cash Management Model and has provided you with 
the following information:- 

I. Minimum cash balance £26,000 
II. Transaction costs £20 per transaction 

III. Standard deviation of cash flows £3,000 per day – variance of cash flows = (standard 
deviation to the power 2 = £9,000,000 per day. 

IV. Interest rate 0.03% per day 
 

Required: 

(a) Using the Baumol Cash Model, calculate the optimum amount of cash to be 
transferred each time. 

(8 Marks) 

 

(b) Calculate the receivables balance and annual financing costs for receivables. 
(4 Marks)  

 
(c) Calculate using the Miller – Orr Model. 

 
I. The spread 
II. The return point 

III. Upper limit                    (9 Marks) 

 d)  Critically evaluate why profitable companies may still fall into liquidation. 

(4 Marks) 

 

(25 Marks) 
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Question 3 

Accrington Ltd has 5 million ordinary shares of £1 each (Nominal Value).   The management 
accountant has provided you with the following information: 

 

• Cumulative dividend Share Price £1.70 
• Dividend due to be paid £0.15. 
• Five years ago, the dividend was £0.12. 
• The company has 6% redeemable loan of £0.75m nominal value with a current market 

value cum interest of £104. The loan notes will be redeemed in 5 years at a premium 
of 5% 

• Corporation tax is 25% 

The treasurer of Accrington Ltd has also provided you with the following information: - 

• The current average market return being paid on risky investment is 14% compared to 
8% on government gilts. Accrington Ltd beta factor is 0.8. 
 

Required: 

a) Calculate by Market values the Weighted Average Cost of Capital (WACC) 
 

(15 marks)  

  (b) Using the Capital Asset Pricing Model (CAPM) calculate the required return of 
an equity investor in Accrington Ltd   

(5 marks) 

  (c)  Critically discuss the assumptions of the Capital Asset Pricing Model. 

           (5 Marks) 

           (25 Marks) 
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Question 4 

Darlington Aerospace is considering investing in a potential project (A) with the following 
projected forecasts: 

Time     0  1  2  3 

Initial Investment (£M)     (3,000) 

Disposal Proceeds (£M)        600 

Demand (Millions of Units)    10  12  6 

The selling price per unit is expected to be £220 and the variable cost £60 per unit. Both of 
these figures are given in today’s terms. 

Tax is paid at 30%, of year after the accounting period concerned. 

Working Capital is required to equal 12% of annual sales. This facility will need to be in place 
at the start of each year. 

Capital allowances are available at a rate of 25% reducing balance. 

The real rate of return is 7.8 with general inflation expected to be 5%.   

Selling price is expected to inflate by 4% and variable cost by 5% per year. 

Darlington Aerospace’s Management Accountant has produced some calculation for two other 
projects: - 

Initial Investment Annual Cashflow     NPV 

Project B   £1,000,000  £250,000      £350,000 

Project C    £540,000  £90,000 PA     £150,000 

 

The Management Accountant as also asked for you to undertake a sensitivity analysis for 
Project D. The following information as been made available to you: 

Project D will require an investment of £210,000. Sales volumes will be 4,500units each year 
for four years at a sales price of £55 per unit. Variable costs will be £40 per unit. The discount 
factor for Project D will be 8%. 

  

Question 4 continued over the page 
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Question 4 continued 

Required: 

 

a) Calculate the Net Present Value of the Investment 
         (13 Marks) 

b) Calculate the Profitability Index for Project B and C                                                             
           (2 Marks) 

c) Calculate the Sensitivity of Project D:  
 

I. Initial Investment 
II. Selling price per unit 

III. Variable cost per unit 

        (5 Marks) 

d) Critically evaluate the risks inherent in advising senior managers of capital 
Expenditure projects in times of rising inflation. 

                    (5 Marks) 

 

       (25 Marks) 

 

 

End of Examination 

Please turn over for formulae and tables  
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